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Sip ConGress } SENATE REPORT 
1st Session j { No. —- 


TAX PROBLEMS OF SMALL BUSINESS 


JUNI , 1953. Ordered to be printed 


Mr. — - ——, from the Select Committee on Small Business, 
submitted the following 


REPORT 


Section I. InrropucTION 
A. COMMITTEE’S ACTIVITIES IN THE TAX FIELD 


This committee was formed to give consideration to the problems 
and interests of that numerically very important segment of our 
economy classified as small business. Early in the operations of this 
committee, it became evident that the impact of taxation and the 
problems of living within the tax laws are extremely important to 
small concerns, particularly to small corporations. 

Therefore, in the summer of 1951, Senator John Sparkman, chairman 
of the Senate Small Business Committee, appointed a Subcommittee 
on Taxation to study the impact of Federal taxation on small business 
firms and to make any recommendations which would appear war- 
ranted as a result of its study. Senator Robert C. Hendrickson was 
named to head that group. Other members were: Senators Spark- 
man, Hubert H. Humphrey, William Benton, and Edward J. Thye. 
In February 1953, Senator Edward J. Thye, chairman of the Small 
Business Committee for the 83d Congress, renamed Senator Hendrick- 
son to serve as chairman of the Subcommittee on Taxation. The other 
members of the subcommittee are: Senators Thye, Homer Ferguson, 
John Sparkman, and Hubert H. Humphrey. 

The earliest studies of this subcommittee led to several recom- 
mendations for modifications in the excess profits tax to ease the 
burden of such taxes on small new companies formed subsequent to 
January 1, 1946. These proposals were incorporated in the Revenue 
Act of 1951 and have been of important benefit to a sizable number of 
new small growing enterprises. However, the subcommittee desired 
more information from a large segment of small businesses whose 
owners were unable to come to Washington and a series of hearings 
were scheduled throughout the country. Seven such hearings have 
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been held in Bridgeport, Newark, Los Angeles, Minneapolis, Birming- 
ham, Chicago, and Cleveland 

The recommendations contained in this report are in large part 
drawn from the testimony of the witnesses heard in these cities. In 
all 121 witnesses were heard With few exceptions, the witnesses 
were OWner-Managers or important staff members 1n truly small ent 
prises ranging from 4 to as many as 500 emplovees Most of the wit 
hesses represen ed manufacturing concerns where capit il investment 
was extremely important, or firms whose sales are in the line of capital 
equipment such as machinery or tools and dies. There were, however, 


1) the Vyilhesses some professional accountants and several re 


B. SCOPE OF THE INQUIRY AND REPORT 
L\ithough all small businesses, whethe Incorporated or not, are 
faced with problems resulting from todav’s high Federal tax levels, 
this report will concern itself almost exclusively with corporate busi- 
nesses. Those enterprises operating as partnerships or proprietor- 


| figs 


ships are numbered in the millions and represent a significant part of 
our economic be Inge; nonetheless, their tax problem involves the rate 
of the personal or individual income tax rate, and, for purposes ol 
implification, is ruled outside the boundaries of the present study 

Secondly, this report will not employ any set definition on what 
constitutes a small corporate business. On the other hand, since the 
problem at hand involves levies on the income of corporations, a 
workable definition will necessarily lean heavily on the amount of 
income any business might have. Your committee has never at- 
tempted to divorce artificially small business from big business, nor 
does it wish to imply that the basic nature of this problem differs 
between the small independent enterprise and its larger competitor 
(ny such difference in the impact of high tax rates appears one of 
degree and of timing, since the large corporation is often able to alle- 
viate the direct effect for a rather prolonged period. This represents 
a marked contrast from the typical small enterprise which is unable 
to raise equity capital from external sources. Moreover, for many 
new companies, there is a period when the firm must grow or perish; to 
remain static is to become a business fatality. 

Finally, this report will confine itself to taxes on corporate income 
and related imposts with the exception of brief mention of estate 
taxes as they apply to closely held corporations, 


( NATURE OF THE TAX PROBLEM 


The final report of the Senate Small Business Committee of the 
SOth Congress stressed the problems of small business in the fields 
of financing and taxation. Even during that short period of relatively 
low taxes between the end of World War II and the outbreak of war 
in Korea, the tax problem was paramount in the scale of business 


worries. In the words of that report 
The principal reason for small-business mortality is inadequate financing 
{[Previo efforts of the Senate Small Business Committee have been devoted 
n great degree to the creation of additional sources of financing for small com- 
panies, such as the Smaller War Plants Corporation Before considering the 
of tax moneys to provide financing to small companies the tax strueture 


hould be reviewed and revised to improve the capacity of small companies to 
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finance themselves out of earnings and to attract outside capital Chis will not 
only reduce mortality of small businesses, but will increase the ability of owners 
of small businesses to resist the pressure caused by income and estate tax problems 


to sell out to larger companies 


In its annual report covering its activities during 1951, the present 
Senate Small Business Committee also gave a high priority to the 
impact of Federal taxes upon small businesses and pointed out the 
nature of these obstacles in the following manner: 





The comparative levels of the tax burdens may be understood most readily 
in terms of relationships to taxable income Before World War II, corpora 
taxes amounted to only about $1 in $7 of taxable income During the war 
corporate income tax reached the level of $2 $5 of income plus a substantial 
excess-profits tax Today, the corporate income tax takes more than half 
corporate net income and when combined with the excess-profits tax may take as 
much as $7 out of every SLO of corporate income Personal taxes are higher tha 
during the war period and today take $2 out of $5 at the $10,000 level, $2 out of 
$3 at the $25,000 level, and S9 out of $10 at the $100,000 level 

Tax levels such as these are serious for business generally in that t I 
the capacity to grow through internal sources and reduce both the capacity and 

llingness of investors ft nvest 1 new ent y! espt i 
for the smaller businesses because such concerns usual io not have the comp 
satory advantages which are frequently associated with large size Che smaller 
concerns Cannot buy as fa rablv or get as long cred terims or 10 iterest rat 
as their larger comp hei bilit 1d 
conditions, s h as those dictated bv the present warlike ir n $ 
less adequate than is true for the larger businesses With taxes taking about 28 


percent of national income and with somethin: more than 77 percent of all tax 
being Federal taxes, it is not surprising that small-business m f 
associate their troubles with matters of taxatio1 

What these data mean to many small-business men may be illus- 
trated by the testimony of one witness. 


In the ease of ir company, our bill for Federal taxes is vear a about 
24 times the earnings which remained It was almost 445 times 1 a 
owners received on their investment, and doubtless 9 time the amount tl 
retained as a group after their personal taxes In 1951 our sa ere 70 peres 
greater than the vear before; our net earnings were les so the tax lector g 


all the benefit of the increase 


The impact of the rising tax levels can also be shown DY the data 
furnished in connection with a hearing in another city 


Fiscal year end 

Jar 31, 1947 ¢ ¢ 1 482 8 
Jan. 31, 1948 
Jan. 31, 1949 Q R14 Q 
Jan. 31, 19 5 8 2 734 
Jan 1, 1951 * we 
Jan. 31, 1952 ( ( 4 IE 

Ch W + 3-month pe f 


The problem of total tax burden and its effect upon management 
and labor-management relations is well stated by a witness testifying 
in the subcommittee’s hearing at Bridgeport, Conn 





I would say that if anyone, in the Biblical sense of the term, has become his 
brother’s keeper it is surelv the busines 

For 1952, the normal tax on profits will 52 percent, with a 30-percent tax 
on excess profits. With, however, the maximum take | he Government of 


S. Rept. 46, 81st ¢ 





S. Rept. 1068, 89d 2,1 
3 Tax hearings, Senate S1 Business Cor tte I] 
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70 percent of all profits earned. Taxes as high as this, as all of us know, promote 
extravagances in business. In fact, the business management must be pretty 
resolute in mind to avoid indulging in extravagances [he question would be 


asked by many of its personnel as to why a company should not pay high salaries 
ind high wages and everything else of this nature, and if necessary have it re duce 
earnings, because the Government gets most of the benefit of earnings anyway. 

What will be the condition of business management and business ethics, when 


peacetime competition comes, if these extravagances are indulged in, as undoubt- 


edly they will be, and are in many instances. 


Even labor unions make use of the fact that where 82 percent of a corpors ation’s 

‘arnings may be paid to the Government they feel that they are not asking much 
a nn only 18 cents out of every dollar wage increase will come out of the com- 
pany’s pocket. This statement is made by them, even though there are such 
things as wage controls in effect 

It seems to us and to economists in general that taxes should not be made so 
high as to destroy incentive or restrict initiative. It is certainly not very com- 
forting when a new business, through hard work, initiative, and a careful and 
prudent use of invested funds, a successful enterprise had been est¢ ablished, to 
know that over one-half of the profit resulting ss the effort is demanded by 
the Government in cash. That certainly would give anyone reason to pause who 
mav be thinking of going into business.‘ 

The Senate Small Business Committee has always proceeded on the 
basis that the preservation of a healthy competitive economy is the 
most significant single aim of anyone wishing to guarantee the sol- 
vency of the small-business community. Private abuse of monopoly 
power or Government abuse of public power often pose threats to 
independent businessmen and we feel that any malady along these 
lines should receive prompt attention and sound treatment. 

Specifically, your committee during the past year held a series of 
hearings and received nine reports dealing with separate aspects of the 
monopoly problem. It has at all times watched closely the operations 
of the Federal Trade Commission and the Antitrust Division of the 
Department of Justice, feeling that threats to competition should be 
met as soon as they arise, 

Therefore, your committee has been particularly concerned by the 
evidence it has received concerning the extent to which our present 
tax policies tend to monopoly and oligopoly. It is irrational in the 
extreme for Congress to pass laws and provide funds for the purpose 
of maintaining competition and, at the same time, give every possible 
inducement through our tax laws for mergers and sales of small 
independent companies to their larger competitors. 

Already well aware of this problem, your committee had it pointed 
up when a letter was directed to the committee in January 1953 from 
one of the men who had testified before the Tax Subcommittee some 
8 months earlier. During that period, what was and should have 
remained a sound, profitable, independent business became a division 
of the largest company in that particular field. Excerpts from this 
young man’s letter follow: 


Our little, family -owned corporation Was a gol i mine. We fed it instead 
of bleeding it and it grew fabulously from a capitalization of $10,000 to become the 
largest * * * this side of the Mississippi in 16 vears. Its growth was due to good 
vorkers, good machinery, good decisions in the front office, a good product, good 
service, and customers who appreciated it. Other companies in our area in our 


line of work failed, held onto a meager existence, or grew, but, with pardonable 
pride, may I say that we grew fastest. 

So there we were with a successful family-owned corporation on our hands * * * 
with a real problem. Our auditor kept telling us that the only way to get our 
money out of the business was to sell it, and take our capital gain. * * * We 
were in a vulnerable position because we could not accumulate enough cash to 











get us over a had time as individuals or as a corporatior Need I say that we 
could not accumulate suff t i ecause ( ( I ome ta 
tructur It is the darndest fe il t e part ow i ess wort hundy - 
of thousands of dolla na te ave ft hoy , un inst ne! ; 
your income tax 
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To be. specifie e | tax = re 18) ce responsible for my 
family’s relinquish control of the busines Give a good buver 5 pereent 
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Another comp! ‘hensive study on the impact of corporate taxes 
was published by the Harvard Business School. Entitled “Effect of 
Federal Taxes on Growing Enterprises,” this survey was writte 


Butters, Lintner, and Cary, Effects of Taxation: Corporat lerget Ha rd Bu Scho 
pp. 12-13, 35 


167%) 








6 rAX PROBLEMS OF SMALL BUSINESS 


by J. Keith Butters and John Lintner and stated the following 1 
conclusions, most of which are highly relevant to the purposes o 


this r port: 
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specific measures which could be taken to break down the barriers between small 
companies and the capital market 

11. As a final point, existing imperfections in the capital market and 
general unwillingness of individual savers t , 
emphasize the possibility that venture ¢ 


t 
Oo assume the risks of ownership 


pital may be scarce at a time when there 





is general oversavings in the economy Failure to recognize that oversavings and 
shortages of venture capital are not mutually in npatible has led to many 
statements of doubtful validity by both proponents and opponents of the ov 


savings thesis.‘ 


Almost all of the witnesses appearing before your committee pre- 
sented specific testimony which completely backed up the findings of 
the Butters-Lintner study. An owner of one growin: 
‘arnings before taxes were most impressive made this statement 


company whose 




















The second impact of taxes is that t} completely stop the mechanizatior 
our compan We long wn il \ labor g devices | 
first reason we ( ot do that it iditional capital we have |} » | 
put into the compar for ¢ sl { t n t 
Rut the second reas tha t I ecom illv so | »y make ar I \ 

I ! in mecha 7 10 ul troaut i labor-sa | Ss (Db tuse O p ( 
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mat Do >» Ve rt econo t et icl 3 

re tl that 2 macl replace 4 turret lathe opera Ne 
on further, you save 3 operators, and vo ‘e saving $9,000 a vear, approx 
In order to save that $9,000 a ir, Vou | te d $40,000 on the a 
\ uning that the entire say s that u 1ke are not s ject to tax, y 
could pay for those machines in 3!% years, and that { nsidered 
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after taxes are what vou have to use t uv machines Ww Reca 
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remain in this excess profits tax bra 
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I ve ea created la rpora 
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of progress will be this—in id of ivi > b ( i ind a ser f { 
per { ts consisti r of about S$ or ¥ \ Wii Ind pW abou >t ‘Om pa 
and with the little ones gon 

Your committee has been pl ased to note that there has been an 
Increasing aware ess of the Spt i iX prot I s of small busn SS OV« 
the past vear It should be stressed 1in that the members of th 
Senate Small Business Committee are not proc: on the assump 
tion that the nature of small business problems « n ku from 
those faced by) larever corporations, hor aoes vi committer feel that 
the interests of small business are necessarily, or even customart 
incompatible with those of thei lare r compet tors Non th less 2 
large concern is usually able to obtanu relief through lc cvislation, a 


ministration, or through outside financing to tide it over a period of 
oppressive taxation. None of these remedies is often available for 


small independent businesses 
nn “te 

by the Taxation Subcom ttee has indicated that, while there may be 

no difference in kind, there is definitelv a difference in degree in tl 


6 Butters & Lintner, Effect of Federal Grow I 
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relative impact of Federal corporate taxation on small and large 


companies 

An editorial which recently appeared in several of the leading busi- 
ness magazines states succinetly the needs of small business for relief 
in the tax field. 
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Kor all but the smallest corporations, the excess profits tax repre- 
sents the highest hurdle on the Federal tax track Imposing a rate of 
0 percent on top of the normal and surtax levies of 52 percent on all 
earnings above $25,000, the exeess-profits tax results in a total tax 
bite of 82 cents out of every dollar earned above an arbitrarily deter- 
mined normat-earnings figure You ynmittee regrets that the 
ms used in tax legislation are words which inevitably aroi strong 
emotional reactions \o one can end excessive profit 1 during 
a pe re | i ¢ eney Ln LO ) hie VILV ( Li tH all 
Ca ms above normal ley 3$aoes not si NH I i wi i Sail 
| es aure iso tre el) Vn xf ms rerectto mi ~ Die LOW ¢ Cc 
brings one to the one} on tha such hi i levels Os NOS 
{ ) hreat to our rv and, uf long 1, wills} i tt OTM 
Ot { comp ive hat Oo ir prod \ s n 
rofits car taken out of war t ) 1 renegot ym and other 
( ce nad the wn ect ct U! | I Miism oO h h taxes can c 
{ WA! | hee | eC I} rl 1} othe ) (| ul {| ( I 5 
12 Ss learly not the only yncnHi thes ends wan the othe! 
ne 1 1 ‘OoOMmmmiltee Subp! { th th sno other \ SO li] US 
to small business and so dangerous to our entire free-enterprise capital- 
! The tax is an extremely unfair tax, since it is impossible to 
micasure what is excess in the profits picture and to devise an equitable 
normal base period. To a business which is unable to obtain outside 
1 nds and must grow from within, the tax has the ( lect of bh Ing’ a 
pe! on such growth at the moment when the concern Der to hit 
its stride in an operating and income sense 
Moreover, the firm which is restrieted from achieving tts full growth 
could often bring competition into the market place which will serve 
the noble purpose of keeping prices down during an inflationary period 
Or the stunted firm may be kept from bringing goods into the market 
which would render the tasks of the allocations authorities easier 
during times of shortages 
Mr. John M. Davis, president, La Salle Construction Co., Chicago, 
11] was one of your committee’s witnesses who ealled for the en | Ol 
the excess-profits tax. Mr. Davis testified as follows 
some change ere made in the excess-profits tax law la ir, which | efited 
our comps on Viat How r, the a “i ( | ave paint 
1 hose cha es r ker I acco ceilings ¢ exces ro 1X 
for new companies provide or ort-te nd t porary relief, which expires 
far too on te iable a growl compa » achieve its real growth pote al 
The growth formula 5 le ré f r we | find irsely ( pu y 
( prot ax credit on our so-called normal-eart 2p 1 which actually 
a rie riod wl our compa \ 1 if la 1nd at ort end of at 
hould be a 10-vear period of growth and expansio1 
* * 
ro cor ie: It iv considered opinion after having studied this matter and 
having compared my position with that of many others in similar straits that the 
heart of our trouble | in the application of excess-profit laws to our otherwise 
high tax It is, therefore, my recommendation that the excess-profits law be 
eliminated entire since it represents one of the most discouraging tvpes of 
taxation, and that a top lim of 50 peres or less be set on all income taxes, 
neluding State inc ay 
Che picture which pail 1 by this report is not a pretty one As members 
of this subcommitte you will be impressed, if not staggered, by the realization 
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that small business is being penal ito the point of discouraging t levelop nt 

of free enterprise, and whether vou gentle len ar Re 1 iblieca or Democrats 

you, as sincere representatives of vour constituent on Ae othorwiad tila in 

find relief from taxes that discourage the future growth of productive business 
« 

The obvious conelusion is that someone must make } lecision whether or 

not we are to continue to have small 1 \ pa ( 1 W 1 o be 
permitted to grow an l expand If 7 7 D | : , exns 1 
our indust ul system will ull re leca 4 1 ) ii Ve 
are to have! bu — 1g ( ( a i er 
Sa point t ond which vou « i 1 ( pDanv a De t to expand | 
think that Dol Sabout 90 pe eent ¢ “ i! ee | : 
‘ ( n 1 ¢ i¢ ( } { 10 i 1 ) i Dp tor 
t vond itl Dp n ry! ‘ t s t 
onl Vill t tax take be dll > 1 l growt!l id expa ) I LUSLrIal 
facilities will deelir 

I ws recent | hie \ ) ma ¢ ) Do ) 
( Thy ( ym ew mo I i) ve lo . fil ori . 
ii a Of ¢ ( profi .. 7 3s i! | ll}, \ yor, 

Pin Se Tax Rept 

\\ t 5 
lax Act and t Reve \¢ ‘ \ \ 

» t 3 f 

ol I I i 

alate iplovi 

F aul ! i 
ero ) rover "Ws , ; 
ne taxa wd j 
ta a NCE rot tax i | i | ( ¢ 

LX { gy cess-prot 1 , uY : 
ies j e eronomv 

The excess-profits tax a tax ) ym i ! 
tak ) ( ( rp! a i 1 p 
wha Ss propor ts claimed for it 1 and t lar 
to the ie al 

Phe exces taX Eell¢ i i ( 1 ‘ 
ng lt co waste la j la ; 

Vitnout reason or ¢ l i ) it 1 ( 
twee ar Iders ane the lj “or 
vith and to administer 

The evils of the tax pas i I ( t i rd nh 
excess is calculated yr? more } ] 5 : ‘ . 
vield deeli as exceptic ee = Saniesiathams ia’ 
is DUSINeE $ r the ( r 

ihe tax tneti ) t | 
protits tax, the modest red t of ti r t ¢ rer Y yf , tax and 
corporate income tax and f ] ’ 
exc) e ta iti sta 1a . 7 , . , 

" + 

I 1 re 1 sched rf f SSA I i } ld 
go to elimination of the excess-profits ta \ny program for tax reform and tax 
reduction should provide for the early and certain elimination of the ex¢ 
tax 


The merits of the exe ss-profits tax had been debated before the 
outbreak of war in Korea in 1950. During World War II, an excess- 
profits tax was levied which imposed a nominal rate of 95 percent with 
a 10 percent postwar credit which brought the effe tive tax rate down 
to 85.5 percent. Even during an all-out war, however, it became 
apparent that the excess-profits tax was bearing especially heavily 
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upon smaller concerns. In a report on taxation, dated September 


1945, the Smaller War Plants Corporation made the following appraisal 


of the excess profits tax: 





An excess-profi tax is a fiscal and ‘ f tv during i 1 it 
i ie | uptu ia m pront und TO 1 y irge 
I ul rever It a p togical valatab vy to ndividual 
I { i ( ando l i le econo 
‘ How ¢ f t be rep ymplicated 
| DD rit an } Lil OT ) 
1 l 1 i l I rd ( | | ) 
ba +4 Ses res ; t und in and 
1 ind LVAgTA Vor } yuld t 1 ) 
f 1 id ) ’ i »f 
j ) ’ t 
{ ] 1 : 
i al i i 
i i! i 
| “ar +} 
1 
al i i 
’ } 
i i 
i i i 1 1 } 
t r 
i 
( i | r 
reas 
{ \{ t 
The ex r } 
1 | \ ! t 
: 
| | ( Lil \ 
‘ ( ) 
at 3 
xD | 
\ | rd ’ 
1 
\I a 
la ) ir 
I 
\ 
\ ( 
I i 4) 
i 
i ( f t bh { | plic of profits 
ta ' ! } } 1 re ha 
722 
\ +4 1 ’ ia f+] . 
LO comm recognizes that the expiration of the excess-pronits 
1 ? 1 . 
tax will result in a loss of revenue of approximately $S00 million in 
| } ' ~ > } . rd ‘ - ee } . 
tlendar 1953 and twice that fleure for a li 12-month perioa Fur- 
1 : ror Fa ye 1} . % ; 
thermo vour committee supports wholeheartedly a balanced budeet 
} { ss i | 1 ' > 
e carhest po sible moment On the other hand, thousands of 
li oT] x ; ; { ] 
smail concerns piv excess profits taxe and all corporations, large or 
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small, find that this tax tends to check growth, destroy initiative, 
and discourage sound and efficient management 

One feasible alternative to the abolishment of the excess-profits 
tax is an increase in the exemption level from $25,000 to $100,000 
Your committee estimates that such a rise in the minimum level of 
excess-profits taxation would result in a relatively minor loss of revenue 
(less than ‘ percent and would brine substantial relief to a laree 
number of small, ince pena nt corporations Even with this increase 
in the exemption, however, your committee strongly feels that the 
excess-profits tax should not be extended for more than 6 months 
Kor any longe) pe riod, other methods of raisn revenue must be 


devised which will be more equitable and less potent a threat to our 


free enterprise system. 


\ tine excess-profits tar was the levy which was most eriticized by 
witnesses be it re the taxation sibcommitter th ‘Trea ury POSsILtLo 
on Ceprec ition allowa ees W is the ts k* Dractice Which came in tor the 
greate degree of eriticis Wit! 
from n iB tem. cacti duliat of decraciation semeuasnne anee 
rom manv sma rms, each ao OL GeprectatLo eprest Sasavi 
of 70 ceuts of additional capital which may be used to purchase new 


Diehl OF Mhane pera iS tan expanaing economy 


juipi 
Many recommendations for more liberal policies toward deprecia 
tion are based in part on a desire to reduce the total tax payment, but 


much testimony on the depreciation question represented thoughtful 





study of the problems of financial management i a pertod of rising 
! ! 

: : ; oi : ; : s ed 
price levels and the fundamy ital question of wh onstitutes a sound 
1 . : 7 
depreciation policy Illustrative of this, we may quote from on 
witness: 

I our last fiseal vear, ending September 30, 1951 f i! vi h aces 
ants call net profit before taxes was $921,000 Upon that ur ve pald and 
paving income taxes of a little over $515,000 That is more than 56 percent of 
our earnings. Rad as that is, however, it is not the true } ire In reality 
so far as management is concerned, our real profit a the neighborhood of 
S820. 000 Upon that basis our incot t axe er th ¢ f 63 percent of o 
earnings Let me show vou what I 1 ’ \ od shar f our phvs 
our buildings and machine tools, were purchased with honest n ey, dollars a 
were worth dollars. and not dollars tha - 52 cents or cents As 
know oses e x ‘ 
year n ( i hose } utile I 
should the ¢ of replac of 1 urs nt 
ass au ! il year 

Ti } htan f 10 rs : 310.500 

If v yucht am: j ray’ vea wo ata ce 00, i i 
life of 10 vears, and a salvage value of $500, our depre ut ve lay, for 
machine tool is $10,000 ri ol is obsolete and sl , j ' 
ord r ton ran! ; vy 1 | } eto sner Si ¢ y rn & 5.000 ¢ | S$20.000 
in order to get the job done 

\s We i late |] ( ! re itiol ry ure ort al t $99,700 
each vear at current 1 +e) . Q e 4 SO9.700 is ¢ 
a deductible item upon our it ax retul we ake, according to the 
accountant’s figures. somet! ( r $196.000 per i < » break 
even. as we look at it 

I do not know the cure for this situation, but believe 1 it is a real proble1 
and one that management must face in « rv de oO! akes.! 

n : ny , +} 1 } f 4 t ferc sy] rint 
our committee recognizes the position Of the prote onal account- 
rar oe : aa : es alae a 
ant which is also held by the Treasury that depreciation constitutes 


x } 


la earings, op. cit., p I. pp. 388-389 
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a charge which must be so calculated as to recover the actual invest- 
ment in the asset over the period of its useful life It also recognizes 
that most taxpayers would probably not wish to consider replacement 
costs as a basis for depreciation in a period of falling price levels. On 
the other hand, we are going through a period of severe difficulties 
for small concerns due to the necessity for financing a repricing of 
their assets as a result of the fact that prices have more than doubled 
! 
i 


since the prewar period and this doubling must be taken into the 


asset structure progressively as old assets are retired and new ones 


obtained. Since small concerns are usually marginal in their position 
and small in their capital requirements, it is difficult for them to meet 
this problem with outside financing We do not wish to recommend 
a reproduction cest basis for calculating depreciation, but we do be 


lieve that manacvement shoul have a ereatel latitude for judgment 


and should depreciatior charges to its own policies as thev relat 
to machinery re pl cement and the recognition of obsolescencs 

Many businessmen complain about arguments with the Bureau of 
Internal Revenue as they relate to the length of life of an asset and an 
unwillingness to recognize obsolescence factors prior to actual re 
placement We recognize that there can be honest differences of 
O} Oh On the que tion of len { 1 of | fe of an asset and we re OTIIZ! 
that probably most of the figures in the Treasurw’s length of life tabies 
are reasonably sound insofar as physical life is concerned. However 
we are voing’ through a pel od i Ds i tial and rapid chang ana 
Wi sho ld do eCVer'\ thine poss )| to encourage smal] concerh tO 
maintain then quipme! on as modern a basis as possible The 
Government has little to lose in the lone run in terms of tax revenue 
and much to vain trom any pol ev which encourages modernization 
and increased productivity per man. From the point of view of 


defense, productivity is vital 

You committee is pleased to note that the new Commissioner of 
Internal Revenue, T. Coleman Andrews, is taking the first steps toward 
less restrictive and burdensome depreciation policies and rulings. 
On May 12. 1953, the first of these revisions went into effect and was 
aimed at “reducing controversies between taxpayers and the Bureau 
of Internal Revenue” in cases where the amount of difference is 


relatively negligible The full policy statement re ads as follows 


troversi \ I wect to dept 1O 


The Small Defense Plants Administration recently submitted to 


Congress a staff report on the taxation of small business which included 
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sections on depreciation allowances The SDPA staff study found 
that: 


During World War II and agai rrently, the sp mortization programs 
t 


recognized that certain producti e@ assets Will have a Lilt i econ ic usefulr s 
far shorter than their physical lif 

It is scarcely necessary to « authorities for the vi t some improve 
of the depreciation svstem sh ud t an eariv objectiy for il isiness. | t 
particularly for small business Small business is hurt \ e pre rigid 
policies ind can least afford to e or t I | I \l 
proposils have been advance ( ene! ind ! peci s 
urged the allowance of so-called a erated depreciati h mtemp! 
shift of deductions into the earl ears of t lift O ve merely u 1 
that xpavers be tre I 101 

Ther n be adoub } I ) \ 
sm All too of | 
to fi t! mor \ I ( ry » | ) in } 
busine ( Li 1i¢ Owl ( ) ( l ¢ ~ 


th \ | ) 
whi voll be i | | 

more mpetitly OoIs it ‘ re r\ 

present Treasury controls; pe re | he npal 
statistical dat hich a few ver per nd ld } 
100-percent optional b I ) I no uI rl | Imi ratir 
pl ie! br} { ! tI rt he revenue ] er er 


term or the 





On April 2; 1952, the Su committer on \lob ly l mm and Procure 
ment of the Sen 





! ‘ | —— | , 
nearine’s on tie ma Lite OL LELGUS V ana shorta mt machine toois 


“_- } 1 2 : ] ; } 


and heard the executive vice esident ot o1 oO} igh! r machine 
too! ) iilders make an ul app | for Svis i Gepree on 


policies of the Treasury Department in the follo yrds 


for machin ; 


facturer warra 1 i 
ii | r\ i ) f 
) 
{ i \ 4 
i ‘ ( . 
fro ‘ 
lstil for ( ( 
United Sta ‘ ( 1 ested 
in rodu 1\ quiprme 
I propo lem ’ R 
} f ( 
would pro i 4 arter I _ 
free recovery of such capi s! L be « mal v f lividua i i I 
‘Taxation of Sn B ‘ T ) ‘ 
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If eb i ew machine tool. he « write it off in 2 vear > vear {) ’ 
or 20. as he on 

HH i i ci¢ ISLOT nthe ] l oO ( r lin Lice I ( i i 
( \ 1 tron ! { i I¢ ol 1 ri il { re imt i I re i 
future He al f in ¢ ate I ty I ent what that risk 1 
ra j i he 1} t t e ¢ a ri rec r 

\ ‘ ( 1 a i | a I ’ rie ( sO ( intried or \ 

( | 4] has repeated bee! : x a ritie 
C" ‘ | i ‘ j rv any l 1 principle w t a 
by i ( ind i ( int ri¢ ind rial « ni ) iral 
t ' 

If pr ite dust ted to re er it the per ! ) 
i I eeabile | a I eriod aT it 1, OF 1 wl alive 
ri ! t< ( i ‘ t that o t ll be ! ad i 
ra reer If. ont ther hand, r lat lr D-4422 re i ette 
‘ L\ t to e mere I ne ‘ rr rectacl ive witne 
ear he spe e of lustria larit Is CO I ) 
time f peas 1] ne the pal f ‘ + + 
' ( ’ ! 
i} ' 1 1 ye t oO meer the. LO ma 
rate « a ee | eT of ¢ i ma Ols a i 1 
} ’ ’ 
i ri mre al re ( ( rie { ure I ¢ 
’ t i ! f i 1 T t ( { 
( " ‘ ‘ t eal ‘ ‘ f ' re til ( 
ry 4 ! I i ( the act | f ft 
( ! i | ( iar ) on 1 World War Ila 
i ( I i ) wided ( e for rea I eC 
‘ wa amor ‘ , 
{ ‘ | I t] ( cl 1eT ( re 
i ( i ra ( 1 1 Ta i pr 
\ tio Ler t « xable ri I it i i 
( i i { ( { ‘ 1 ( | ict t ( ali} rT ( : 2 
reat we ased t Th : : 
( i ‘ T rm” 1 tot 
I i¢ ( i T ( I 
er re tor cree! ‘ ! | "OTIC ( rea ( 
j ra , our defe e prog? 
‘ } pri i i I i 
( l 1 I at el! i | 
a | ime t ) mall | ‘ nty 
pre ( ‘ ( i 
} i ) 2 i i re l 
al ) ( 
ly ] + 4 ry nil | ’ y } tatar ryt f 
\ a Fe i Ol tha testimony and othe SUL: SbLUcemedlt rom 
’ ' 
small ess nu who desired new machinery and equipment a 
} | i ] 
well ¢ from the machine-tool builders. themselves. the Subeommittes 
\ I 1 ‘ 1 
on Nob lization and Procurement made the follow Y recommenda 
tion Which was endorsed by your committee in its report on machine 
foo sii ‘ CS, 
( } rat ) 1 ( ~ 
1 i i R ( ( i t I t 
ta 1 ul ) ~ ) eCoOr i 4 W 
1) | ) ‘ repia i ! { 
} | ( \ CT 1 t ) | 
‘ t for rod of the i | ind = ¢O 
tribut 0 \ und ( vl ul to tha lu vil ) 
ready to roll int e Of ¢ ree 4 


The great rush by all segments of industry to apply for certificates 
of necessity under the Defense Production Act of 1950 granting suc 


5. Rept 1988, S2d ( ! d se p. 43 
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cessful applicants the right of accelerated amortization demonstrates 
that industry in general will expand and modernize its operations if 
this incentive is given. Nor does your committee feel that this 
program is in any sense a “one-way street,’’ since those companies 
who charge off all their de preciation allowances at this time will be 
forced to pay higher taxes in the future. As concrete ex: umples can 
be taken the companies which were allowed rapid amortization during 
World War II who are now paying higher taxes than would otherwise 
be the case, since all their depreciation credits have been exhausted. 
Furthermore, with their more efficient operations, their net income 
tends to be higher with the Treasury reaping large dividends on its 
initial investment. It is also worth noting here that small businesses 
have been largely unsuccessful in obtaining certificates of necessity, 
since the nature of their operations and the first-come, first-serve 
policy of the Defense Production Administration during 1950-51 left 
the smaller producers in the rear of the line of applicants. In many 
cases, then, the privilege of more flexible depreciation policies will be 
doing little more than redressing the balance between large and small 
elements within each industry. 

On the matter of depreciation allowances, your committee recom- 
mends that the Treasury Department bring up to date its 1949 staff 
study and prepare for © ongress its proposals for revising Bureau of 
Internal Revenue policies on depreciation. Simultaneously, the 
staff of the Joint Eeanmeantnaeal Committee on Internal Revenue 
Taxation might determine what legislation would be necessary to 
bring these policies into line with the needs of our economy in 1953. 

Your committee feels that present policies are unduly restrictive 
and should be made flexible enough to meet the special requirements 
of small business. In this field, as in others, however, it will not 
only be small business which will benefit from such changes, but the 
larger corporations as well. Some industries obviously will not wish 
to adopt more rapid amortization procedures (e. g., public utilities 
but if the option is available, your committee is convinced that if 
will materially assist a large portion of small business, particularly 
during the first few years of operation when each dollar of capital 
which can be plowed back into the firm is often crucial. 


Section IV. TAXATION OF CORPORATE SuRPLUS ACCUMULATIONS 


Src. 102) 


More than half of the witnesses appearing before the Taxation 
Subcommittee in its hearings throughout the country spoke of the 
need for a clarification of section 102 of the Internal Revenue Code 
which deals with the taxation of unreasonable accumulations of 
corporate profits. This is the clearest possible evidence that section 
102 continues to be an ever-present bogey to many smal!!-business men. 
Your committee recognizes full well that some such penalty clause 
must be present in the Code to prevent closely held corporations from 
accumulating large corporate surpluses as a device for dodging personal 
income taxes. Your committee also feels that the Treasury Depart- 
ment has apparently been quite careful in levying taxes under this 
section. 

On the other hand, there appears to the small-business community 
to be no clear set of criteria which are utilized by the tax collectors 
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and which can be used by the corporation in determining its own policy 
Ol irpluse since the passage ot the Re venue Act of 1938S the 


en of proof has rested on the taxpaver to convince the collector 
is retention of earnings is “reasonable.” Therefore, the owners 
ol nall businesses are understandably afraid that the penalty will be 
ed against them unless they distribute at least 70 percent of 
the) earnings in dividends 


Few small businesses are able to employ accountants or tax lawyers 


vho have had anv broad experience in dealing with section 102 matters 
Such advisers are likely to be overly cautious in counseling the corpora- 
tion in this field and may sometimes lead their clients to make deci- 
ons on the basis of a fear of section 102 rather than on more rela- 


onal and pred tical business con idl Tations 

\ certified public accountant who serves as a tax adviser for s¢ veral 
the Middle West gave the following testimony 
before the committee in Chicago 


small corporations im 


Reca t ‘ reat of 0 102, s 1] Orato ul 
f re oO I ‘ 101 livider tha ‘ ! \ 
‘ ied i e Government to ta ( uurden. of 
4 | I ul were retalhe be ( i e rea ul 
S f i est Phe ave ‘ il of 70 
he s( pward or downward, al the small-bus ss ma 
ive e burd of proof on the Government, but more « himself 
I e of ( ability « reve le a ts t rasp the needs of t bus 
al he | iT i letert ed | the yitic i ad lire rs 
7 oul “ pern 1 to se aside af do of irr irl 3 
se I re nee Che expenditure of the funds ¢ f is 
\ 1 rea ul pe md, sa » Vears, Ss! 1 be prima tac vide ( 
i i I 1 a l liate its earning 
\ { ( | na a himum amo ol tall Cal re llo ed 
al fore al 102 problem can be considere to exist, ich as $25,000 
I ava i 
i ur mpante would argue that $25,000 is not enough, but 
{ i tiie UK OF the maii-t siness men and take them out of the prob 
102 
some pro\ ould also be made to allow the taxpaver to offset any 
prop 1 deficieney under 102 by a dividend paid wit! a fixed period, after 
of efici 
Further, anv dividend paid within the first 90 davs after the close of the 
ea 1 be allowed as acredit against 102 rt would be particu 
I { small busine “ that ofter do not iraw ip complete financial 
t i 1 mda i ymnseq a t ww ut it 1a 
er they have a 102 problem." 


On several occasions during the hearings, members of your commit- 
tee or its staff members took occasion to comment on the Treasury’s 
policies on section 102 and to inform the witness that less than 1 in 
1,000 corporate tax returns are questioned on unreasonable accumula- 
tions of corporate surpluses. Some of the replies from small-business 
men seemed to indicate that the policies of the field offices of the 
Bureau of Internal Revenue differ from central-office policy. An 
\labama accountant made the following statement: 


Abo the only thing I would like to do, Senator, is to state that I was a little 
1 wher si haeiiaeeals tee seen to brush off seetic 102 a little light! 

some aid here today that there was one in every thousand taxpayers, and 

have a very small practice, I must be getting more than my share, 

( 1 Ve t disposed of one and we had to take t on appeal to get it et aside 

the effect of seetion 102, I think more psychological than anything else, but 

conseient is accountant feels bound to tell his client the danger in connection 





with section 102 The eases handled loea ave not shown tor 1 liseretior 
in determining whether they have an unreasonable surplus Dut tt! juestion ol 
inventories and accounts receivabl Pox ch ¢ tion has paid 
large inventories But the or thing I wa ig 3 

| believe there should be some m relief: and I ha 1a very simple 
handling of it, but I think on seetion 102 ne come. if it were ven a specific 
exemption, as for instance, $25,000 on the exeess profits. ¢ that figure would 
allay a lot of fears on the part of the small operaton he last three ca 
which | have been acquainted dealt wit] ( 102 a t 
than an income of $25,000 It I the rea g operator but it is usua 


small fellow who ean get hurt bad 

Your committee finds much merit in the recommendation of the 
Machinery and Allied Products Institute in its 1952 recommendations 
entitled ‘‘How To Improve Federal Tax Policy.” 























The Ma Institute ‘ i e broa of nm 102 
of the Internal Reve e Code - ong a e mare : i ites O e pm 
sonal comes are higher i I rate a} able te I I ( 
possibili OL the WOoldance « rsona 1 ny yg i ( ( 
proper accumulation of corporate surplu Granted it actu es are rar 
it. is fitt x nevertheless tha he Treasurv be empowered ¢ 

However, the nece of pr ( remedy fot e | ase dor | 
e@XIs ¢ provisions of section 102, 7 cularl he provisi place 
den upon the corporation of justif ft e alleged yroper a | 
burden of proof should be ifted ba o the C here it rep 
prior to 19358. Since the corporation is in a better posit than the Treas 
Department to judge the needs of its busin i » the pr 
that such a judgment has been honest] iad 

© k * 1 ‘ * o 

The effects of secti 102, however, go considera ( ise oA | 
Because of the uncertainties rf sectio 102 nan Oompa t are feartul ol 
cumulating surpluses and frequently adopt policies which threaten their abi 
to grow The accumulation of surpluses in a dvnamic busine annrot be 
lously related in advance to specific future requireme Che pl: fa of 
matter is that it is sound busine pol to accumula porate irplu and 
wise rational policy to encourag accumulations, par url 
concerns that are especially vulrerable t ection 102 litigation Corporate sur 
pluses represent the source of financing most business growth and provide a 
ion permitting expansion plans to be completed and emp he a uned 
even in times of economic stre 

It should be noted that the staff of the Joint Committee on Internal Revenue 
recommended in 1948 that the burden of proof should be ¢ he Commisst r 
with respect to the inadequacy of any explanations and statements of reasonable 
need made by the taxpaver this recommendation wa ADT ved | the Ho 
Wavs and Means Committee, but never put into law 

We further recommend elimination of the portion of t ection which levies 
the penalty tax on all undis income of the taxable vear or vears concerred 
regardless of the portio ereof beld to be unreasonably accumulated Su 
penalty is Inappropriate a d unnecessaril eB) Qt e penailt 
should appl only to tl portion of the a nuls 1 rated be 
uhreaso! able 

A major difficulty with section 102 is its vaguene and uncertainty in applica 
tion. There are and can be no simple and clearcut criteria of “accu ition of 
surplus beyond the reasonable reeds of the busine h le there a simple 
way to prove that such accumulation is motivated I a purpose to avoid surtas 
Corporations have no reliable way of dging then 4 advance 


A rather comprehensive study of the operations of section 102 was 
undertaken by Prof. James K. Hall for the Joint Committee on the 
Economic Report and was published as a joint committee print on 


l 


May 2, 1952. Dr. Hall’s report includes much helpful information 


Ibid, p. 361 
2” How Tol e Federa M 1A i t - 2 
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on the 1,361 deficiency assessments levied during the 10-year period 
from 1940 to 1950 (out of a total of 786,415 total income assessments). 
Nonetheless, your committee’s experiences contradict Dr. Hall’s 
Statement that “taxpayer tension subsided [following 1939] when it 
was observed that deficiency assessments were not of a wholesale 
character, even though an increase in the number of assessments did 
occur.”’ #! 

Therefore, your committee recommends that the Treasury Depart- 
ment compile and publish a set of criteria which businessmen can use 
in determining whether they are running a risk of penalties under 
section 102 of the Internal Revenue Code. The rule-of-thumb 70- 
percent distribution figure seems too broad to qualify as a statement 
of Bureau of Internal Revenue policy. Furthermore, your com- 
mittee recommends that the burden of proof of ‘reasonableness’ 
should rest with the Bureau of Internal Revenue. 


Section V. Surtax Rates on Corporate INCOMES 


At the present time, the normal tax on all corporate profits is 30 
percent; this figure is scheduled to drop to 25 percent on April 1, 
1954, unless Congress revises present tax laws. For all corporations 
having a net income of over $25,000, a surtax of 22 percent is levied 
on all earnings above the $25,000 figure. 

Your committee found that all witnesses appearing before it were 
cognizant of the Nation’s need for revenues and realized that the 
normal tax and surtax on corporate profits produced a major portion 
of the money raised by the Federal Government. Generally, there 
seemed to be general agreement that firms enjoying profitable years 
during a period of stress and high governmental expenditures should 
be required to make a full contribution to the Treasury. Further- 
more, many witnesses volunteered that their own businesses could 
survive and remain efficient even with a tax burden of 50 percent of 
all their earnings. Until April 1, 1954, the combined normal and 
surtax rates will total 52 percent; after that date, the total tax will 
automatically fall to 47 percent, unless new legislation is passed. 

On the other hand, many small businesses, particularly when they 
are competing with large corporations, find that the surtax exemption 
of $25,000 is far too little to allow them to plow their earnings back 
into the company at arate which will make them effective competitors 
in their industry. For that reason, widespread support developed 
for an increase in that exemption from the present $25,000 to $100,000. 
An alternative proposal was also strongly advocated which would 
grant tax credits for anywhere from $25,000 to $100,000 which are 
taken from earnings and reinvested in the company. Of course, any 
such increase in the surtax exemption must be combined with pro- 
tective devices which will preclude the proliferation of a horde of 
smaller corporations formed to take advantage of this feature. 

Your committee feels that a revision in surtax exemption should be 
given high priority by the tax-writing committees of the Senate and 
the House of Representatives as soon as revenue considerations permit. 
In 1953, $25,000 does not extend very far in expanding a plant, in 
increasing inventory, in replacing obsolete equipment, or in buying 
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anew machine. It isa generally accepted truism that ‘no small busi- 
ness can remain static—it must either expand or die.”” A young and 
small business must be successful enough to expand and compete 
effectively with its larger rivals or be resigned to an insignificant role 
in its industry. 

An investment by the Federal Government in these new or small 
businesses through increasing the surtax exemption would be repaid 
many times in coming years through increased earnings, lower costs, 
and a stronger economy. 


Section VI. Estate Taxes 


Your committee is deeply concerned with those forces which lessen 
competition and compromise the free enterprise nature of our economy. 
Testimony which was given to the Taxation Subcommittee lent 
credence to reports that estate taxes often lead to the disappearance 
of small- or medium-size independent businesses or their merger 
with the dominant segment of an industry. At the present time, the 
15-month period which is granted executors of an estate to pay taxes 
can be extended to as long as 5 vears at the discretion of the Commis- 
sioner of Internal Revenue. Your committee recommends that the 
Commissioner be as lenient as possible in granting these extensions 
when control over a closely held small business is at stake. In these 
years of high taxes on individual income taxes, as well as on business 
earnings, it is all but impossible for the major owner of a closely held 
corporation to diversify his holdings sufficiently to give the estate 
sufficient liquidity to meet death levies. For the same reasons, his 
heirs are often unable to meet the extate-tax payments without sur- 
rendering control of the company. Furthermore, since there is little 
market demand for the securities of a small, closely held cor poration, 
the sole remaining source of funds for meeting estate taxes is re pre- 
sented by other companies in the same industry who are able to 
utilize the equipment, inventory, and good will of the concern. 

One witness who appeared before the subcommittee in Newark, 

J., told of his firm’s start in 1919 when two men left the biggest 
company in the roller-bearing industry and set up their own shop. 
Their efforts succeeded and in 1952, their company was owned by 
six sons of one of the founders and had a net worth of approximately 
$1 million. This businessman said: 

If 1 of the 5 or 6 stockholders should die, we are not liquid enough to take up 
his shares. We do not have enough eash in the bank to pay income taxes for 
last year, much less hope to buy out the estate of a decedent. The widow and 
children of the decedent will need some money to live on, and the only source 
of income is money that is wrapped up in the company and the only way to get 
it is to sell. 

Since little companies are generally individually owned, death inevitably forces 
a substantial cash inheritance-tax demand on any small company owner’s estate. 
Then the small organization that had managed to survive competition and income 
taxes must raise the cash to meet this tax, or be liquidated by sale or merger, 
which is happening at an alarming rate 

The effect, then, of the present system of taxation is to accentuate the trend 
toward concentration of economic power in the hands of a few, while the Depart- 
ment of Justice spends great effort prosecuting the monopolies that are forced 
into existence by our tax system 

Your committee’s second recommendation in the field of estate 
taxes is that a full-scale study be made of the influence of death taxes 
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in forcing the sale or merger of independent, small businesses to larger 
corporations. To the extent that such a study will involve the deter- 
mination of human motivations, it will call for many subjective 
decisions. Nonetheless, a survey should be made for the guidance of 
Congress 


Section VII. FiInpINGS AND RECOMMENDATIONS 


As a result of its hearings and studies in the field of the impact of 
Federal taxation on small business, your committee presents the fol- 
lowing findings and recommendations to the Senate and to its tax- 
writing group, the Senate Finance Committee: 

|. All of the testimony taken by the Senate Small Business Com- 
mittee and all of the surveys it has undertaken show that the excess- 
profits tax is an inequitable, unjust levy difficult of administration 
This evidence underlined the desirability of calling upon the House 
Wavs and Means Committee, the Senate Finance Committee, and the 
Treasury Department to propose alternate methods for replacing 
revenue lost by the termination of the excess-profits tax to the extent 
that they regard such revenue as absolutely essential. As a minimum 
alternative, an excess-profits-tax exemption for corporations earning 
under $100,000 seems indicated to your committee. Such an exemp- 
tion would result in a relatively minor loss of revenue (it is estimated 
that firms earning under $100,000 pay less than 8 percent of the dollars 
raised by the excess-profits tax) and would bring the present $25,000 
minimum figure to a more realistic level so far as small businesses are 
concerned. 

Since the conclusion of vour committee’s investigation, however, 
President Eisenhower has sent a tax message to Congress in which he 
asked a 6-month extension of the excess-profits tax in the following 
words: 

Though the name suggests that only excessive profits are taxed, the tax actually 
penalizes thrift and efficiency and hampers business expansion. Its impact is 
especially hard on successful small businesses which must depend on retained 
earnings for growth. These disadvantages of the tax are now widely recognized. 
I would not advocate its extension for more than a matter of months. However, 
under existing circumstances the extension of the present law is preferable to the 
increased deficit caused by its immediate expiration or to any short-term substitute 
tax 

2. More reasonable policies on depreciation allowances should be 
the goal of congressional and Treasury De ‘partment action within the 
next year. Your committee feels that present Treasury regulations 
covering amortization of plant and equipment are unduly restrictive 
and adversely affect the new and growing company. Your committee 
recognizes that revenue losses might result from a reform of the depre- 
ciation schedule which would rule against its immediate adoption, but 
all the evidence at hand indicates that any such loss would be tempo- 
rary and would be more than counterbalanced over a period of a few 
vears. The Joint Committee on Internal Revenue Taxation and the 
Treasury Department should undertake comprehensive studies in 
this field at the earliest possible opportunity. 

3. The business community should be given a set of easily under- 
standable criteria which would be followed in enforcing section 102 of 
the Internal Revenue Code which deals with unreasonable accumula- 
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tion of corporate profits. Your committee also recommends repeal 
of the provision of the 1938 Revenue Act which shifted the burden 
of proof of ‘‘reasonableness”’ to the taxpayer 

4. At the earliest possible date, the exemption from the surtax rate 
on corporate income should be lifted from the present $25,000 to 
$50,000 or $100,000. Your committee feels that the higher limit 
would allow a successful growing business in the small or medium size 
bracket to become an effective competitor to his larger rivals. An 
alternative proposal which has been suggested to the committee would 
be a method whereby tax credits might be given to firms for the first 
$25,000 or $50,000 which is reinvested in capital equipment. 

5. The impact of death levies on many privately held small busi- 
nesses all too often results in forced sales to competing firms in the 
same industry. . Furthermore, the threat of inheritance and estate 
taxes provides a strong inducement for the principal owners of any 
such corporation to “hedge’’ against the possibility of death through 
such sellouts. At the present time, your committee is not in a position 
to recommend specific reductions in these rates, but it does appear 
that further studies would indicate methods of administering and 
collecting estate taxes which would lessen this danger point. 


~~ 





